Summary Chapter 3 

Economics: the social science that studies the choices people and governments make when dividing up their scarce resources

Microeconomics: The study of small, economic units such as individual consumers, families and businesses.

Macroeconomics: the study of a nation’s overall economic issues, such as how an economy maintains and divides up resources and how a governments policies affect its citizens’ standards of living. 


The forces of Supply and Demand

Demand: the willingness and ability of buyers to purchase goods and services

Supply: the willingness and ability of sellers to provide goods and services

Factors that drive demand

· Customer preferences
· The number of buyers and their incomes
· The prices of substitute goods
· The prices of complementary goods
· Consumer expectations about the future

Factors that drive Supply
· Cost of inputs
· Technology resources
· Taxes
· Number of suppliers in the market

Supply and Demand curves:  a graph of the amount of a product that buyers will purchase at different prices

Equilibrium Price: the current market price for an item (where the two curves meet) 



4 Different Types of Market

1. Capitalism
-Private enterprise system or market economy
- Rewards businesses for meeting the needs and demands of consumers
- Government prefers hands off position
- 4 Types of competition
· Pure:  large numbers of buyers and sellers exchange similar products, and no single participant has a large influence on price
· # Of competitors: Many
· Easy entry into industry by new firms
· Similar goods and services to competition
· No control over price

· Monopolistic: large numbers of buyers and sellers exchange similar products so each participant has some control over price
· #of competitors:  few to many
· Somewhat difficult to enter into industry by new firms
· Different goods and services offered by competition
· Some control over price by individual firms

· Oligopoly: Relatively few sellers compete and high start-up costs act as barriers to keep out new competitors
· #Of competitors: few
· Difficult to enter into industry by new firms
· Similar and different goods and services offered by competition
· Some control over price by individual firms

· Monopoly: a single seller controls trade in a good or service, and buyers can find no close substitutes
· # Of competitors: none
· Entry into industry by new firms regulated by government
· No directly competing products
· Control over price by individual firms is considerable in a pure monopoly and little in a regulated monopoly

Planned Economies
· An economic system where business ownership, profits, and resource allocation are shaped by a plan to meet government goals, not goals, set by individual firms.

Socialism: government owns and operates the major industries, such as communications.
· Some private ownership of industry allowed, such as retail and some manufacturing.
· Believes government owned businesses can serve public’s interest better than private firms

Communism: all property is shared equally by the people in a community under the direction of a strong central government.
· Karl Marx
· Getting rid of private ownership of property and businesses would mean a classless society that would be good for everyone
· Central government owns the means of production


Mixed Market Economy: draws from both private enterprise economies, and planned economies, to different degrees.

Privatization: the conversion of government-owned and operated companies to privately held businesses.

***System features on page 75 textbook*****

Evaluating Economic Performance

-An economic system should provide 2 important benefits for its citizens: a stable business environment and sustained growth. 
- Stable business environment = the overall supply of needed goods and services matches the demand
- Growth leads to expanded job opportunities, improved wages, and a rising standard of living. 

Business Cycle
Prosperity: - Low unemployment, consumer confidence, purchasing high, and business expanding
Recession: a cycle of economic contraction that lasts 6 months or more, consumers careful about purchases, business slow production/expansion
Depression: extended recession
Recovery: declining unemployment, increasing business activity, renewed consumer confidence. 

Productivity and the Nation’s GDP

Productivity: the relationship between the number of units produced and the number of human and other production inputs needed to produce them.



GDP: gross domestic product = the sum of all goods and services produced within a country during a specific time period.

Price-Level Changes

Inflation: rising prices caused by a combination of excess consumer demand and higher costs of raw material, component parts, human resources, and other factors of production
· Inflation devalues money because the constant price increases mean that people can purchase fewer goods and services with a given amount of money
·  Can be good news for people whose income is rising and those with debts at a fixed rate of interest
· In a low inflation environment, businesses can make long range plans without worrying about sudden inflationary shocks

Core inflation rate: the inflation rate after energy prices and food prices are removed

Demand Pull Inflation: excessive consumer demand

Cost Push inflation: Increases in costs of the factors of production

Hyperinflation: an economic situation marked by soaring prices.




Measuring Price Level Changes 

Consumer Price Index: a measurement of the monthly average change in prices of goods and services

· Commonly purchased goods and services are priced to compile the data included in the CPI “market basket” 

Employment Levels

· Unemployment rate: the percentage of the total workforce actively seeking work but currently unemployed
· An indicator, or measure, of its economic health

· Frictional unemployment: the joblessness of people in the workforce who are temporarily not working but are looking for jobs.

· Seasonal: the joblessness of workers in a seasonal industry

· Cyclical unemployment: the joblessness of people who are out of work because of a cyclical contraction in the economy

· Structural unemployment: the joblessness of people who remain unemployed for long periods of time, often with little hope of finding a job

. 

Monetary Policy
· A government plan to increase or decrease the money supply and to change baking requirements and interest rates to affect banker’s willingness to make loans.
· Expansionary monetary policy:  increases the money supply to try to decrease the cost of borrowing. Lower interest rates encourage businesses to make new investments, which leads to employment and economic growth. 
· Restrictive monetary policy: a plan to reduce the money supply to control rising prices, overexpansion, and concerns about overly rapid economic growth. 

Fiscal Policy
· A Plan of government spending and taxation decisions designed to control inflation, reduce unemployment, improve the general welfare of citizens, and encourage economic growth. 

3 Primary Sources of government funds
· Taxes
· Fees
· Borrowing

Budget: an organization’s plan for how it will raise and spend money during a specific period of time

Budget Deficit: a situation where the government spends more than it raises through taxes

National Debt: the money owed by government to individuals, businesses and government agencies who purchase Treasury bills, notes and bonds


Budget Surplus: The excess funding when government spends less than it raises through taxes and fees

[bookmark: _GoBack]Balanced Budget: a situation where total revenues raised by taxes and fees equal the total proposed government spending for the year. 
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